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ROCK TRON MINES LIMPPED 


STHEP 


FRONT COVER 


Our cover photo shows the Hogarth Open Pit looking West. At 
the bottom left, two 40R electric rotary drills are preparing a 
bench for blasting. Two 10 cubic yard electric shovels can be 
seen ready to load iron ore onto 100-ton haulage trucks. 


Viewing the scene is Steep Rock’s Safety Director, Don Gadd. 


In 1976 Steep Rock had the lowest accident record in its 34-year 


history. 
y Photo by E. Lahtinen 
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OPERATIONS AND EXECUTIVE OFFICES 


Atikokan, Ontario 


ANNUAL MEETING 


The Annual and Special General Meeting of the Shareholders of 
Steep Rock Iron Mines Limited will be held in the Manitoba 
Room of the Royal York Hotel in Toronto, Ontario, on April 12, 


1977, at 2:00 p.m. 


PRESIDENT’S LETTER TO THE SHAREHOLDERS 


Net earnings for 1976 were $184,923, a considerable improvement over the previous 
year when a loss of $2,874,103 was reported. During 1975 there was a 10-week labour strike. 


Earnings in 1976 were adversely affected by increased labour and energy costs and 
the exchange rate of the Canadian dollar to the United States dollar. Partially offsetting 
the above factors were increases in the selling price of pellets of six per cent in January 
1976 and five per cent in August 1976. The financial statements for 1976 have been prepared 
on the basis of an accelerated write-off, as was the case in 1975, and as though a decision 
had been made to close operations in 1979. 


Working capital improved by $6,298,308 during the year to $16,017,521 at year-end. 


Pellet production was 1,335,870 tons. Shipments included 1,146,880 tons of pellets to 
The Algoma Steel Corporation, Limited and 159,172 tons of pellets to the Detroit Steel 
Corporation, plus 6,932 tons of red ore. At year-end there were 106,929 tons of pellets in 
stockpile to be shipped, which will be the final shipments under the contract with the 
Detroit Steel Corporation. 


Employment was steady and averaged 613 employees throughout the year. It should 
be noted that the continued emphasis on safety resulted in the lowest annual accident 
frequency rate in the history of Steep Rock. 


Remaining ore reserves of 5.1 million tons in the Hogarth ore zone at year-end are 
expected to be sufficient to provide pellet plant feed through most of 1979. 


While no firm decisions have as yet been made with regard to continuation of Atiko- 
kan operations beyond 1979, Steep Rock has been reviewing various possibilities. Jointly 
with Algoma Steel, it has been examining possible development of an iron oxide deposit 
located at Bending Lake about 40 air miles from Atikokan, with a view to treating concen- 
trates in the existing pelletizing plant at Atikokan. Also, Caland Ore Company Limited has 
indicated that it plans to terminate mining operations in the ‘‘C” ore zone in 1979. Signifi- 
cant reserves in the reasonably assured category remaining at that time, and available to 
Steep Rock, may be extractable by open pit methods. It is expected that these studies will 
be concluded, and a firm decision made, late in 1977. 


Escalation in construction costs, the recession in the North American steel industry 
and other iron ore developments make it unlikely that it will become feasible for the 


Company to undertake the development of its large Lake St. Joseph ore bodies in the near 
future. 


The policy of the Company has been to build up working capital to provide the neces- 
sary funds for the Lake St. Joseph project development. Even though it is now unlikely 
that funds will be required for this purpose in the near future, your Directors have decided 
that working capital should continue to be improved so that funds will be available to 
enable the Company to participate in other potential developments. 


The major corporate development of 1976 was the acquisition by Canadian Pacific 
Investments Limited of approximately 68 per cent of the outstanding shares of Steep Rock. 


To accommodate a smooth transition, the Board of Directors was temporarily in- 
creased in size from eleven to fifteen members. At the next Shareholders’ Meeting, it will 
be proposed that the size of the Board of Directors be reduced to ten members. 


During the year, Mr. Mark McKee, Senator William Benidickson, and Mr. Clare 
White retired from the Board of Directors. The valuable contribution of these men to Steep 
Rock over many years of close association is noted with appreciation. Appreciation is also 
extended to the entire Board of Directors for their interest and advice to Management 
during the year. Directors elected to the Board for the first time in 1976 include Messrs. 
John B. Barber, Mortimer S. Bistrisky, Josub David, William Moodie, Peter M. Nixon, 
Joseph D. R. Potter, and W. John Stenason. 


During the year, Mr. F. Ray Jones retired as President and Chief Executive Officer of 
the Company. At the June meeting, the Board of Directors expressed appreciation to Mr. 
Jones for his efforts on behalf of the Company over the last eight years. Mr. L. J. Lamb 
was elected to the offices vacated by Mr. Jones. Also during the year, Mr. Louis Zucchiatti 
was appointed Vice President Finance and Secretary, Mr. Peter M. Nixon was appointed 
Vice President, and Mr. Mark McKee was appointed Honorary Chairman of the Board of 
Directors. 


Appreciation is extended to those Steep Rock employees whose contributions and 
co-operation have permitted the improvements in 1976. 


L. J. LAMB 
PRESIDENT 
AND 
February 8, 1977 CHIEF EXECUTIVE OFFICER 


STEEP ROCK IRON MINES LIMITED 
(INCORPORATED UNDER THE LAWS OF ONTARIO) 


CONSOLIDATED BALANCE SHEET AS AT DECEMBER 31, 1976 


(WITH COMPARATIVE FIGURES AS AT DECEMBER 331, 1975) 


ASSETS 


CURRENT 
Cash-and -Geposit. certificates: i... ee ee ee 
Short-term investments, at cost which approximates 
IMAPKETs VANIE I y Se cat ee eae Tee at yee ee mn re 
Accounts receivable 
Algoma Steel Corporation (affiliated company) for ore 
produced: (Notes l(b) iu ee ee eee 
Other net ee ee eee ee 
Ore (finished and in process), at the lower of cost or net 
realizable-value™.cn oe ee ee 
Supplies Ati COStk. c10 ict csc ae Nose ee ee 
Prepaid expenses. 3.29. :s0.0h Shibidews vig oe 


Totalscurrent ‘assets a0. eee ee 


FIXED ASSETS AND HOUSING 
Mining properties at Atikokan (Notes 1(d), 2 and 5(a) ) ...... 
Less*accumulated depletions... =.) 4 ee 


Plant, buildings and equipment, at cost (Notes 1(d) and 2) 
Less accumulatedidepreciation ....-¢0 oe ee 


Housing 
Properties owned, at cost less accumulated depreciation 
(1976 — $554,827; 1975 — $494,969) (Note 1(d) ) ........ 
Mortgages and sale agreements receivable .............0.......... 


Total fixed assets and housing ......0...000..00..000.. 


OTHER ASSETS AND DEFERRED CHARGES 

Deferred overburden removal costs (Notes 1(d), 2 and 5(b) ) 

Deferred development expenditures (Notes 1(d), 2 and 5) 
PCUR ORT sche tticee oak east eee er ne iol ta patch seo eee ete 
Lake Ste Josep ies): o tetraacetate Oe ee a eine ade 
Bending, Lakewsiyiar hw. terete eae ont sisal ee ae 

Investment in other mining company, at cost (Note 6) ........ 

oi 1016 b se lene een reeeiei pene ep amen, AG NPI hee rrr. tt Ga oy a 


(See accompanying notes to consolidated financial statements) 


1976 


$ 6,563,501 
2,073,588 
3,281,652 
1,808,148 


5,914,256 
1,923,246 


167,158 
21,731,549 


4,386,393 


3,473,067 
912,826 


51,773,199 


39,389,663 
12,383,536 


614,310 


164,568 
778,878 
14,075,240 


9,100,950 


4,337,816 
1,396,054 
123,725 
231,483 


158,995 
15,349,023 
$51,155,812 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


CURRENT 


Accounts payable and accrued liabilities 000000000. 
5 SGREL! TN USTES 2. | seat nan oe opae ee Ren Rms eee meena nn MORN ae 


NON-CURRENT 
6% First mortgage sinking fund bonds, Series A, due 
December 1, 1981 — U.S. $9,616,000 (excluding 1977 
principal instalment of U.S. $2,548,000 included in 


current liabilities) (Notes 1(c) and 7) ........ccccceccecceeeeeeeeteeeeee 
Mortgages payable on employee housing ...................ccceeeee 
Provision for termination costs (Notes 2 and 10(b) ) .........0... 


DEFERRED 
Advance payments received on sale of interest in mining 


proverues (NOE Od) ). i cocAawicasucc Gated penton aieetaeiese ame aknulenets 


SHAREHOLDERS’ EQUITY 
Capital 
Authorized 
10,000 preference shares of $100 each 
10,666,666 common shares of $1 each 
Issued 


SOOS BOlHCOMIIN ONS NATCS ig 5555) soaeica areas oe ese aaewee ores 
ROC PEO UIL CCL SUBD cease sealants Seahas si as acesone et ota hae ee eet trata ae 
BUG AINEd [OAPIM IES IN OCC 11) ocean 5. escro tv nsinte tera naenec aden oo baton eae sear 


On behalf of the Board 
L. J. Lamb, Director 
N. Edmonstone, Director 


1976 


$ 3,081,207 
61,379 


2,571,442 
5,714,028 


9,856,400 
69,604 


314,336 
10,240,340 


230,000 


8,063,652 
3,674,675 


23,233,117 
34,971,444 


$51,155,812 


$54,286,522 


STEEP ROCK IRON MINES LIMITED 


CONSOLIDATED STATEMENT OF EARNINGS 


YEAR ENDED DECEMBER 31, 1976 
(WITH COMPARATIVE FIGURES FOR 1975) 


INCOME 
Gross operating revenues 


From production for Algoma Steel Corporation (Note 1(b) ) 


Other sales revenue 


Royalt vaincome (NOLERS) 2, he ree eee ee 
Trivest ment income san ek. eens ee 


CosTs AND EXPENSES 
Operating costs, other than those shown below ....................... 
Administrative and corporate expenses 20.00.0000... 
Interést-on bonds<..-32...4 5 ee ee ree sr: 
Depreciation. (Note ' 2): icc. sections. 
Depletion (Note: 2) 6. cece csanens see eee 


Amortization of deferred development expenditures (Note 2) .... 


sundry exchange losses (gains)).i2..c01 ue ee 


EARNINGS (LOSS) before income taxes and extraordinary items 
Income taxes (Note 8) 


EARNINGS (LOSS) before extraordinary itemS ...0.....0....0..ccccccceeeee 
EXTRAORDINARY ITEMS 
Income tax credit arising from carry forward of 


Prior7 years: WEME-O1S 2 eine eee Re ae 


Write-off of investment in other mining company ................... 
NET EARNINGS’ (LOSS )pfor the: yearsa.. ee ee 


PER SHARE 
Earnings (loss) before extraordinary items ........0......0::0:c 


Net- earnings (loss) for the-year u.c).5.5 ites es ee 


(See accompanying notes to consolidated financial statements) 


1976 


$27,975,612 


3,106,134 


31,081,746 
5,391,080 
401,808 


90,527 
36,965,161 


27,898,606 
1,289,533 
881,021 
5,053,852 
346,836 
1,509,884 


(199,494) 
36,780,238 


STEEP ROCK IRON MINES LIMITED 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


YEAR ENDED DECEMBER 31, 1976 
(WITH COMPARATIVE FIGURES FOR 1975) 


1976 
eC CRUE CONTI OTOL VEAL ING. ci,.saddaecnessdrcedpeoneeesavtateliaeetiace eee $23,048,194 
mraaenetsearnings (108s) fOr, the Yar oc... .ssienceaetceens.veseinenesnesnv-aseemmedntes 184,923 
He BURP CRAP TONY OCA eee cos ches osx tp tecceeys Ron acon ens meen aeMueess gee te awe $23,200;LL7 


(See accompanying notes to consolidated financial statements) 


STEEP ROCK IRON MINES LIMITED 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


YEAR ENDED DECEMBER 31, 1976 
(WITH COMPARATIVE FIGURES FOR 1975) 


SOURCE OF FUNDS 1976 
From operations 
Earnings (loss) before income taxes and extraordinary items $ 184,923 
Add (deduct) items not affecting working capital 


Pepreciatiory ses vo sasiess.ibans Riacce vareeh eee ee 5,053,852 
1D 2) 0) (218 (6) sede nan en RI RM NP EM. Oe LO 346,836 
Amortization of deferred development expenditures ........ 1,509,884 
Net reduction of deferred overburden removal costs ...... 2,725,019 
Gain on disposal of fixed assets .0....00.00cccccccecceeceeeeeeneeees (90,527) 
Provision for termination COStS ....2x......ccc ce cceeecsscseensesevnneeees ___ 157,168 
Total funds from operations |......../:..c).7on eee 9,887,155 
Repayment of advances to other mining companies .................... = 
Salevob MXeAsassets oa nays OO hae ke een pn ei a 305,311 
Decrease in mortgages and sale agreements receivable ................ 45,034 
10,237,500 
APPLICATION OF FUNDS 
Development expenditures 
Bending: Lakers caida eet ee ee 123,725 
Lake St. Joseph (net of amounts received from other 
participants) 6.cose eager ee ee 65,924 
Additions to fixed assets and housing ...............0..ccccecceeececeeeseeeeeeees 991,295 
Net addition to deferred overburden removal costs ...............0...... = 
Long-term debt paid or included in current liabilities 
Mortgage: bonds 774. coda hak cae ee ee ee ae ee 2,674,225 
Mortgages: payable: v.cecaaee Gece eee 46,851 
OF al) ae RET OUR see CNY Meme tUR ETS Wrmie MiP eR, tare es scan de OeS Oil ee 
__ 3,939,192 
Increase (decrease) in working Capital ooo... ccececeeceeeseereeeeees 6,298,308 
Workingecapitalgarsbesinning.0! -Vear 5 O719.213 
WORKING: CAPIPATatsend. OF Year s:2)4--0heh.cas- cue eee ee $16,017,521 


Changes in components of working capital 
Increase (decrease) in current assets 
ST BW abd et eae ee RN et ed He <A $ 6,042,048 
SNOLE-LEL min VESLINCHCS ee ddan acts Sereisivis tied cease oe eee (3,326,117) 
Accounts receivable 
Algoma Steel Corporation (affiliated company) for 


OFe; PLOGUCEG Ieee et ac. acne ee ee eee 595,927 

CO EINOT esd: Bechet aoc sete aera ease on ee 603,859 - 

OTe ceutee eine arivadece Ra eee odie er eect re eee AE a 2,057,465 
DUP LES ps 5. Fe eee rc tate ch ee Eee ei (387,009) 
Prepaid expenses '2.4\:5 =o ee aang conse ete one (14,590) 
5,071,083 

Decrease (increase) in current liabilities 

Accounts payable and accrued liabilities 200.0000. 694,683 
Accrueduinteresta.).). 70s. o28 eee eee eee ee eee 13,697 
Mortgage bond principal due within one year .........0...0..0....... 18,345 
726,725 

INCREASE (DECREASE) IN WORKING CAPITAL ..0.......c0cccccccccceeeceeeeevetesseees $ 6,298,308 


(See accompanying notes to consolidated financial statements) 


STEEP ROCK IRON MINES LIMITED 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


DECEMBER 31, 1976 


10 


2. 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
The accounting policies followed by the Company are those that 
are generally accepted in Canada. Except for translation of long- 
term debt (see Note l1(c)) they are also in conformity, in all 
material respects, with accounting policies generally accepted in 
the United States. 
(a) Basis of consolidation 
The accompanying statements are drawn up on a consolidated 
basis to include the accounts of the Company and its subsidi- 
aries, Steerola Explorations Limited, Sanjo Iron Mines Limited 
and Don Park Homesites Limited (all-of which are wholly 
owned). 


(b) Statement presentation of joint venture operations 

Under agreements entered into in 1965 certain of the Company’s 
open pit ore reserves at Atikokan were leased to a joint venture 
participant, The Algoma Steel Corporation, Limited (now an 
affiliated company), and the Company was appointed operator 
to mine and process the ore on Algoma’s behalf. As in prior 
years, the 1976 financial statements have been drawn up to 
reflect in “gross operating revenues” the proceeds received 
from Algoma for the ore produced, and in “costs and expenses” 
the full costs of mining and processing the ore. 


(c) Exchange translation 


The Company’s operating revenues and royalty income, which 
are based on U.S. dollar prices, are reflected in the statement 
of earnings at their Canadian dollar exchange equivalent for 
the month in which earned. 

U.S. dollar current assets and current liabilities (including 
long-term debt maturing within one year) are translated to 
Canadian dollars on the basis of year-end exchange rates (U.S. 
$1 = Can. $1.0092 at December 31, 1976; U.S. $1 = Can. 
$1.0164 at December 31, 1975). 

Long-term debt (mortgage bonds) has been translated on the 
basis of U.S. $1 = Can. $1.025, this being the rate adopted 
following the unpegging of the Canadian dollar on May 31, 
1970. Under current United States accounting principles such 
long-term debt would be translated at year-end rates, rather 
than at the May 31, 1970 exchange rate. Had U.S. translation 
principles been followed the amount shown for long-term debt 
at December 31, 1976 in Canadian dollars would have been 
lower by $151,933 (lower by $105,133 at December 31, 1975), 
and net income for 1976 would be higher by $46,800 (lower by 
$394,193 in 1975). 


(d) Depreciation, depletion and amortization 

Depreciation is provided on the straight-line basis at rates 
designed to write off the cost of the related assets over their 
estimated useful lives. As explained in Note 2, depreciation 
charges with respect to plant, buildings and equipment have 
been accelerated with a view to having the cost of these 
assets written off by the end of 1979. Housing assets (which 
are expected to have a continuing value after 1979) are being 
written off at an annual rate of five per cent. 


Depletion of mining properties, and amortiziation of deferred 
development expenditures, are provided on the basis of tons of 
ore produced (including royalty tonnage — Note 3) in relation 
to the estimated assured and reasonably assured ore reserves 
from which production or royalty revenue is expected to be 
received in the period to December 31, 1979. (See Note 2). 


Deferred overburden removal costs are charged to production 
on the basis of tons of ore mined, and at a rate which will 
amortize such costs over the period to December 31, 1979. 


UNCERTAINTIES AS TO FUTURE OPERATIONS AT ATIKOKAN 

In the 1975 financial statements it was noted that, for a number 
of reasons, operations based on the ore zones presently available 
to Steep Rock appear to be uneconomic after 1979. While certain 
studies are being carried on regarding the possibilities of transport- 
ing concentrates from other ore bodies for pelletizing in the 
existing plant, because of the uncertainties that now exist with 
respect to operations after 1979, depreciation, depletion and amor- 
tization charges since January 1, 1975 have been accelerated with 
a view to having the mining properties, plant and deferred devel- 
opment expenditures at Atikokan written off by the end of 1979. 
In addition the Company has commenced making annual pro- 
visions ($157,168 in both 1976 and 1975) to cover certain costs 
(see Note 10(b)) which might arise in 1979 if operations are 
terminated in that year and which would not be recoverable from 
sales or other revenues. 


The Company’s current projections indicate that earnings in the 
period 1977-1979 should be sufficient to cover these higher write- 
offs and provisions. These write-offs and provisions will affect 
reported income but not cash flow. The projections are subject 
to some uncertainties that have yet to be resolved, i.e. they assume 
(a) a revised mining, production and termination program that 
will require continuing discussions with, and the agreement of, 
the joint venture participant; (b) that future increases in costs 
will be covered by compensating increases in ore prices; (c) that 
operations can be maintained continuously during the period 1977- 
1979, without prolonged interruption from strikes or other causes; 
and (d) that no further losses will be sustained by the Company 
as a result of termination of operations in 1979 other than those 
that have currently been identified and are being provided for. 


ROYALTY INCOME 

The Company’s “C” ore zone is leased to Caland Ore Company 
Limited in consideration for the payment of annual royalties by 
Caland based on a percentage of the market value of ore produced. 
The lease agreement specifies a minimum of 2,000,000 tons annu- 
ally on which royalties shall be payable, which minimum tonnage 
is subject to further adjustment under certain circumstances as 
specified in the agreement. The amount of royalty received in 
1976 and 1975 was based on the minimum of 2,000,000 tons less 
adjustments (1976 - 14,568 tons; 1975 - 641,818 tons) for the 
periods during which Caland’s mining operations were suspended 
as a result of work stoppages. Steep Rock does not agree with 
the method used by Caland in calculating such adjustments and 
believes it is entitled to additional royalty revenue for the years 
1975 and 1976. The matter is presently under discussion between 
the two companies and may be submitted to arbitration. The 
amount of any additional revenue that may be received cannot 
be determined at this time, and no accrual therefor has been 
reflected in the accounts. 


The lease may be terminated by Caland on December 31 in any 
year upon giving at least one year’s advance notice; were two 
years’ advance notice to be given, the minimum royalty tonnage 
for the final year of operations would be reduced to 1,000,000 tons. 
Caland has indicated that it expects to continue mining operations 
until 1979, so that royalty revenue is expected to continue until 
at least that year. 


POSITION RE OTHER ORE CONTRACT 
In the 1975 financial statements it was noted that the Company 
had no assured source of ore at Atikokan to fulfill all of its 
remaining commitments to supply pellets to a customer under a 
contract which runs to December 31, 1977. The Company has now 
reached a satisfactory agreement with the customer concerned for 
quantities to be supplied during the remainder of the contract, 
so that no provision for possible loss is required. 


. MINING PROPERTIES AND RELATED DEFERRED EXPENDITURES 


(a) Mining properties at Atikokan are carried at purchase cost of 
$2,459,456 plus a valuation adjustment made in 1943 of 
$1,926,937, for a total of $4,386,393. Depletion provided to 
December 31, 1976 totals $3,473,567. 


(b) Deferred overburden removal costs represent the unamortized 
balance of stripping costs relating to the joint venture mining 
operations referred to in Note 1(b). The changes in this account 
during 1976 and 1975 may be summarized as follows: 


1976 1975 


Balance deferred at beginning of year $11,825,969 $10,248,908 
Add stripping expenditures during 


CUITCNU Veale otra een ee ee oe 9,835,882 8,330,428 
21,661,851 18,579,336 
Deduct amount charged to 
production on basis of tons of 
GLESTNINE Hg ee eee eee 12,560,901 6,753,367 
Balance deferred at end of year ........ $ 9,100,950 $11,825,969 


(c) Deferred development expenditures relating to Atikokan oper- 
ations represent the remaining unamortized balance of pre- 
production expenditures incurred with respect to the properties 
presently being mined by the Company and Caland Ore 
Company Limited. 


(d) Deferred development expenditures relating to Lake St. Joseph 
consist of the following: 


Purchasecostotclains see ee ee $ 276,711 
Expenditures on exploration, 
development and feasibility studies 
Expended to December 31, 1967 
(and charged to operations) ................ 865,800 
Expended during period 1968-1975 ........ 2,192,654 
Kxpended in 197/Gieesate eee 40,944 
Total expenditures to 
December 3119762. ee ee 3,376,109 
Less 
Portion expended and written off 
prior to December 31, 1967 .............. $ 865,800 


Received or receivable from other 
participants in respect of 
expenditures to December 31,1976 844,255 
Payments received for interest 
acquired by joint venture 
participant in certain of the 
Lake St. Joseph properties 
to December 31, 1976 (see below) .. 270,000 1,980,055 


$1,396,054 


Under the joint venture arrangements referred to in Note 1(b) 
the joint venture participant is entitled to acquire eventual 
ownership of certain of the Company’s Lake St. Joseph 
claims in consideration for $500,000, the rate of acquisition 
of such ownership interest being determined by the relationship 
between the volume of ore shipped under the main contract to 
any point of time and the total tonnage covered by the 
contract. The equity interest earned by the joint venture 
participant to December 31, 1976 under this formula was 
approximately 54 per cent. Accordingly, of the total sum of 
$500,000 (all of which had been received by December 31, 
1976), $270,000 has been credited against the Lake St. Joseph 
deferred development expenditures, and the remainder is 
carried on the balance sheet as “Advance payments received 
on sale of interest in mining properties”. 
Escalation in construction costs, the recession in the North 
American steel industry, and other iron ore developments make 
it unlikely that it will become feasible for the Company to 
undertake the development of the Lake St. Joseph properties 
in the near future. The development of the properties at some 
future date will be dependent on the completion of satisfactory 
arrangements for production, fuel supply, sales and financing. 
(e) The deferred development expenditures relating to Bending 
Lake represent the amounts expended by the Company to 
December 31, 1976 on feasibility studies (which are being 
conducted jointly with Algoma Steel) with respect to the 
possible development of an iron oxide deposit located approx- 
imately 40 air miles from Atikokan, and the possible treatment 
of concentrates therefrom in the existing plant at Atikokan. 


. INVESTMENT IN OTHER MINING COMPANY 

The amount of $231,483 represents the cost of the Company’s 11 
per cent share interest in International Iron Ores Limited, a 
company which either directly, or through a subsidiary, holds 
exploration permits (expiring in 1980) covering certain iron ore 
deposits on the west side of Ungava Bay. While no substantial 
development work at the properties has been carried out for some 
years, the Company believes the deposits still have development 
potential. 


. MORTGAGE BONDS AND DIVIDEND RESTRICTIONS 

The trust indenture relating to the first mortgage sinking fund 
bonds (as amended in 1971 and 1973) requires fixed principal 
repayments of U.S. $2,548,000 on December 1 of each year, together 
with additional principal payments (calculated at the rate of U.S. 
$1.41 per ton) to the extent that shipments of pellets to the joint 
venture participant in any twelve month period ending September 
30 exceed 1,100,000 tons. 


The trust indenture, which contains specific mortgage and floating 
charge provisions, also imposes certain restrictions on the payment 
of dividends and the reduction or redemption of capital stock. 
The effect of such restrictions (which are calculated by reference 
to consolidated working capital and consolidated net income 
accumulated since January 1, 1970) would be to restrict the 
balance of retained earnings available for dividends as at December 
31, 1976 to approximately $3.2 million. 

The Anti-Inflation Act and Regulations thereto (see Note 9) also 
impose restrictions on dividends. The amount of dividends that 
could be declared and paid during the 12 months ended October 
13, 1977 may not exceed $328,128. 


. INCOME TAXES 


The amount of current and prior years’ write-offs remaining for 
carry forward against future years’ income (not subject to any 
expiry date) is estimated at approximately $5.8 million. 


9. ANTI-INFLATION PROGRAM 


Effective October 14, 1975 the Federal Government passed the 
Anti-Inflation Act and subsequently issued Regulations which are 
presently scheduled to be in force until December 31, 1978. Under 
this legislation the Company is subject to mandatory compliance 
with controls on prices, profit margins, employee compensation 
and shareholder dividends. The Company does not presently 
anticipate that the controls on prices and profit margins will 
adversely affect its revenues. The restrictions on shareholders’ 
dividends are outlined in Note 7. 


10. COMMITMENTS AND CONTINGENT LIABILITIES 


(a) The unfunded past service pension obligation is estimated at 
$429,500 at December 31, 1976. All of this amount relates to 
the new pension plan negotiated in the Collective Agreement 
with the Company’s unionized employees in 1975, and which 
replaced the plan previously in effect. The Company is charging 
the related costs against operations at an annual rate based 
on a funding period of fifteen years (from January 1, 1975) 
pursuant to the provisions of the Ontario Pension Benefits Act. 


(b) Under an agreement dated March 15, 1949 relating to the 
diversion of the Seine Kiver, the Company is committed to 
make payments to the Ontario Hydro Electric Power Commis- 
sion of $92,357 annually until November 1, 1989. In the event 
that the Company ceases its operations at Atikokan in 1979 it 
will enter into negotiations with Ontario Hydro with a view 
to discontinuing such payments. However, the existing liability 
for payments after 1979 is being covered by the annual provi- 
sions referred to in Note 2. 


(c) The contingent liability with respect to guarantees of mortgages 
on employees’ housing is estimated at approximately $33,000. 
The Company is also committed under certain outstanding 
sales agreements to repurchase houses in the event of employee 
termination, the maximum commitment at December 31, 1976 
being estimated at approximately $350,000. 


(d) Annual rentals under equipment leases presently in effect 
amount to $781,200 in 1977, $687,338 in 1978, $387,649 in 1979, 
$120,748 in 1980, $102,258 in each of the years 1981 to 1984, 
and $8,522 in 1985. There are no lease commitments extending 
beyond 1985. In the event of termination of operations in 1979 
the Company believes that the disposal or sub-leasing value 
of the equipment at that time should be as great as the re- 
maining lease payments required. In addition the Company 
leases its data processing equipment at an annual cost of 
approximately $42,000. This lease can be terminated upon 90 
days’ notice by either party. 

The total leasing costs charged against 1976 operations 
amounted to $824,300 ($626,549 in 1975). 


11. REMUNERATION OF DIRECTORS AND SENIOR OFFICERS 


The aggregate direct remuneration of directors and senior officers 
amounted to $406,875 in 1976 ($370,890 in 1975). 


AUDITORS’ REPORT 


To THE SHAREHOLDERS OF 
STEEP ROCK IRON MINES LIMITED 


We have examined the consolidated balance sheet of Steep Rock Iron 
Mines Limited as at December 31, 1976 and the consolidated statements of 
earnings, retained earnings and changes in financial position for the year then 
ended. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests and other procedures 
as we considered necessary in the circumstances. 


Note 2 to the financial statements refers to the fact that depreciation, 
depletion and amortization charges have been accelerated, as from January 1, 
1975, with a view to having the mining properties, plant and deferred develop- 
ment expenditures at Atikokan written off by the end of 1979, and that the 
Company has commenced making annual provisions to cover certain costs 
that may arise in 1979 if operations are terminated in that year. The Com- 
pany’s projections indicate that earnings in the period 1977-1979 should be 
sufficient to cover the higher write-offs and provisions required in those years, 
but the projections are subject to a number of uncertainties as referred to in 
the note. 


In our opinion, subject to the sufficiency of earnings during the years 
1977-1979 to cover the higher write-offs and provisions referred to above, these 
consolidated financial statements present fairly the financial position of the 
Company as at December 31, 1976 and the results of its operations and changes 
in its financial position for the year then ended in accordance with generally 
accepted accounting principles applied on a basis consistent with that of the 
preceding year. 


THUNDER Bay, ONTARIO CLARKSON, GORDON & Co. 
February 8, 1977 CHARTERED ACCOUNTANTS 


10 Bos IN AEM 


icone: : 
Gross operating revenues .. 
Royalty income ........... 
Investment income .............. : 
Gain on fixed asset 
sees ee ce 


Costs and expenses 
Operating costs, ete. . : 
Interest 0.00 ee 
Depreciation, Sasa 

and amortization a 


Earnings (loss) before 
income taxes and 
extraordinary ems 

Income taxes 0 

Earnings (loss) ctor 
extraordinary items ......... 


Extraordinary items 
Income tax credit arising — 
_ from carry forward of prior Z 
years’ write-offs .... we 
Exchange credits 
change losses (net of related - 
tay). — 
_ Gain (provision for loss) a 
investments . : 
Write-off of land and plant — 
facilities no longer equired — | 
(net of related tax) . 
Write-off of deferred devel- — 
- opment expenditures (net if 
related tax) . 


Special payment Gebsived - 
from Ontario Hydro Electric | 
Power Commission (net of : 
related ee 


Net earnings (loss) .... 


Per share : 
Earnings (loss) before a oF 
extraordinary items .......... _ 023 . 36 
Net earnings USS) ee : oe 22)..084 027 
Dividends’ ... c 0, 9415 080 Us 
Iron ore and pellets 
Tons (000) © . oe oo 8 . oo 
Sales oo. 1313 4,066 1,362 1442 — 1415 1,501 «1,563 «-1,440—-:1,004 | 
Royalty ore 0.00.2... | 1985 | Eas 1007 2,000 | 3,000.” 3,000 2,225 2,500 2,326 
Fotal tons 3,208 |e 3209 3,442 4,415 4,501 3,788 3,940 3,330 


si 1969 and prior years’ results have been restated to give effect to retroactive changes in depletion, 
depreciation and deferred income taxes and to certain changes in revenue and expense classifications. 


ATIKOKAN, ONTARIO — Home of Steep Rock Iron Mines, a 
modern community of 6000 connected by paved highway with 
Thunder Bay to the East and Winnipeg and the U.S. Border 
crossing of International Falls to the West. 


Atikokan has many of the facilities of the larger centres, includ- 
ing excellent recreation complexes for golfing, curling, and skiing. 


Atikokan was incorporated as a township in 1953. The main 
industry is iron mining with two operations, Steep Rock Iron 
Mines Limited and Caland Ore Company Limited, situated seven 
miles North. 
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Photo by Geo. Hunter 
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